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In late July, a huge corruption scandal erupted in a subsidiary of one of Bolivia's most prominent
banks, shaking the financial stability of the country's national banking system. In mid-July, Bolivia's
Banking Superintendent, Jacques Trigo, announced that the International Banking Corporation (IB)
a subsidiary of the prestigious Banco Boliviano Americano (BBA) was bankrupt, leaving outstanding
debts of about US$21 million owed to some 2,000 clients who had deposits in the bank. The IB's
bankruptcy triggered an immediate investigation by the country's judicial and monetary authorities,
leading to the discovery of a huge embezzlement scheme, whereby the IB which is located in the
Cayman Islands had been using several small financial firms in Bolivia, and possibly the BBA itself,
to illegally transfer the savings of IB clients out of the country.
The IB's collapse and the judicial inquiry caused a political uproar in Bolivia, given that until
recently the BBA was the country's second largest private bank, and until June it was owned by
the prestigious Siles family, one of Bolivia's most affluent. The family's investing firm, Grupo Siles,
controlled 100% of the BBA's stock valued at about US$22 million but in June the Siles family sold
the bank to the Chilean firm Interbanco de Chile because of financial problems. Last February,
the BBA's liquid assets had fallen below the legal minimum required for all banks in the country,
pushing the BBA's financial rating from second place to fifth place among Bolivia's private banks,
and forcing the Siles family to sell the firm to avoid bankruptcy. The IB, however, was not included
in the BBA sale, and that subsidiary continued to be run by the Siles family.
As a result of the judicial inquiry in late July, IB president Maria Isabel Siles was arrested on
charges of banking fraud, along with five other high-level IB executives. Siles's arrest rocked the
country's political waters, since her brother, Eduardo Siles, is a congressional representative from
the governing Movimiento Nacionalista Revolucionario (MNR), and the Siles family owns 15 other
large businesses in Bolivia. "Everybody is equal under the law, and justice will be evenly applied
to anyone involved in this affair," said Interior Minister Carlos Sanchez Berzain. Perhaps more
important, the IB scandal has pushed the country's monetary authorities to investigate the financial
stability of all of the country's private banks and financial institutes, since four other banks have
folded in the last two years in addition to the IB. In fact, as a result of the IB affair, the government
reopened investigations into the activities of two banks that collapsed in November 1994: Banco
Cochabamba and BancoSur. When those two banks folded, the government was forced to take
responsibility for their outstanding debts to nearly 28,000 clients to avoid a breakdown in the
national banking system, since the bankruptcy of those two firms provoked massive withdrawals by
panicked clients at many other banks around the country.
All told, the government paid out nearly US$200 million to former Banco Cochabamba and
BancoSur customers. At the time, the government investigated about 50 banking executives
from those two banks and other financial firms that had dealings with Banco Cochabamba and
Bancosur. During the inquiry, the government reported that both banks had made many dubious,
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high-risk loans. In fact, at the time of the bankruptcies, the value of overdue debt held by Banco
Cochabamba's clients was more than eight times the value of the bank's total assets, while the
overdue debt of BancoSur clients was nearly three times the value of that firm's assets. Despite last
year's investigation, until now no charges had been brought against any former Banco Cochabamba
and BancoSur executives. Nevertheless, in the aftermath of the IB scandal, the government
reopened the 1994 inquiry, and in early August officials announced the arrest of five former
executives from those two firms, charging them with embezzlement and financial negligence.
Meanwhile, the investigation continues into the IB and all banks that had dealings with that firm.
According to officials, 16 more banking executives from various financial firms are under
investigation, although the government has withheld the names of the executives and the banks
affected. The government did report, however, that it is seeking an Argentine banker, Jose Alberto
Arias, and a Chilean banker, Orlando Ubeda, both of whom fled the country when the IB scandal
erupted. So far, three money exchange houses that had handled financial transactions for the IB
Cambol in the city of La Paz, Amazonas in Santa Cruz, and Mundial in Cochabamba have been
shut down by authorities. Allegedly, those firms were luring deposits to the IB with offers of 4.5%
monthly interest for investors, compared with the average 12% to 13% annual interest rates offered
by most Bolivian banks.
Officials fear that the ripple effect of the scandal may yet undermine the country's financial stability.
Many other banks have reported above-average withdrawals by clients in recent weeks because of
widespread concern that more firms are in danger of imminent financial collapse. Apparently, such
fears may be well founded. According to Agence France-Presse, high-ranking Central Bank officials
have confirmed that at least six more banks are presently facing severe liquidity problems and
are under investigation by judicial and monetary authorities. (Sources: Reuter, 03/07/95, 08/03/95;
United Press International, 08/03/95; Agence France-Presse, 11/28-30/94, 03/06/95, 07/20/95, 07/31/95,
08/01-03/95, 08/05/95)

-- End --

©2011 The University of New Mexico,
Latin American & Iberian Institute
All rights reserved.

Page 2 of 2

